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SUMMARY 


Although experiencing a slight slowdown in relation to 1987, the 
Portuguese economy remained buoyant in 1988, with growth estimated 
at 4 percent. This performance occurred as the new majority 
government headed by Prime Minister Cavaco Silva began implementing 
a comprehensive structural economic reform program. Despite the 
adoption in March 1989 of monetary and fiscal restraint measures, 
the government still projects that the 1989 growth rate will be 3.5 
to 4 percent. 


High levels of tourism earnings, remittances and EC grant assistance 
failed to offset soaring imports, causing the balance-of-payments 
current account to post a $654 million deficit in 1988. In dollars, 
exports grew by 15.5 percent and imports grew by 23.3 percent. The 
import coverage ratio was 67.6 percent. The government applied 
private capital inflows to reduce the foreign debt in 1988; as a 
result of net repayments and dollar appreciation, the debt’s stock 
decreased by 6.6 percent relative to 1987. The current account is 
expected to remain in deficit in 1989 due to higher oil prices and 
international interest rates, a stronger dollar, and continued 
strong domestic demand for imports. 


Budget performance in 1988 was slightly better than expected, with 
the deficit estimated at about 7 percent of GDP. The 1989 budget 


deficit is projected to be slightly under 8 percent of GDP. The 
four-year downward trend in inflation was reversed in 1988; the 
average rate for the year was 9.6 percent, slightly above the 1987 
level. Despite increasing monthly inflation rates so far, the 
Portuguese Government hopes to maintain the average annual rate at 
11 to 12 percent in 1989, by restraining wage growth, restricting 
consumption to the extent possible, and by forcing up interest rates 
to reduce credit demand. Unemployment continued to drop in 1988, 
reaching 6.7 percent during the last quarter. 


The government took significant steps in 1988 to address structural 
difficulties that must be overcome for long-term economic growth to 
occur. It began to partially privatize selected public companies, 
and to implement measures to regularize land ownership in areas 
subjected to expropriations during the 1970s. The government also 
adopted this year a more comprehensive and simpler direct income tax 
system. While the economic outlook for 1989 is still favorable, 
tighter curbs on domestic demand will be necessary to prevent 
further deterioration of both the internal and external accounts. 


Although continued strong domestic import demand and enhanced 
competitiveness should cause U.S. exports to grow, U.S. producers 
will face a challenge selling in the Portuguese market, given 
Portugal’s growing trade links with members of the European 
Community (EC), which Portugal joined in 1986. Portugal’s EC 
membership will adversely affect the long-term prospects for 
expanded shipments of many traditional U.S. agricultural exports. 
Low labor costs and high worker productivity, the liberalization of 
investment rules, and EC membership make Portugal an increasingly 
attractive location for U.S. investors. 





PART A - THE POLITICAL/ECONOMIC CONTEXT 


Political Developments: Prime Minister Anibal Cavaco Silva heads 
Portugal’s first single-party majority government since the 1974 
revolution. After the fall of his first government in 1987, Cavaco 
Silva’s Social Democratic party (PSD) gained more than 50 percent of 
the popular vote in the ensuing election and captured 148 of 250 
Assembly seats. The government’s position is therefore secure until 
1991, when new legislative elections must be held. The Socialist 
Party (PS) is the leading opposition party with 60 seats. The 
Communists have 31, the Democratic Renewal Party seven, and the 
Center Democracts four. 


Cavaco Silva has used his majority to push through an impressive 
legislative reform program designed to reduce the public sector of 
the economy, encourage private enterprise, and promote agrarian 
reform (governing land expropriated during the revolution). These 
measures are already signed into law. The government failed, 
however, with its attempt at major labor reform when the 
Constitutional Court ruled the new law unconstitutional (a much 
weaker version was eventually approved). 


The Assembly is undertaking constitutional revision and is expected 
to complete the process this summer. The PSD and PS reached 
agreement on a series of amendments to remove Marxist provisions and 
open the economy to greater private initiative. The new 
constitution will, for example, permit the government to fully 
privatize public companies. 


President Mario Soares remains a major national figure, having 
completed the third year of his five-year mandate. He and Prime 
Minister Cavaco Silva have often stressed their desire to ensure 
cooperation between their two branches of government. 


In addition to legislative elections, the next presidential election 
will occur in 1991. In the meantime, voters will elect 
representatives to the European Parliament in June, and nationwide 
municipal elections will take place in November or December. 


The Economic Program: The government’s 1989 objectives are to 
promote investment-led economic growth, hold the inflation rate to 
11 to 12 percent, and lower the budget deficit while starting to 
privatize much of the public sector and carry out other structural 
reform measures. Low import volume and consumption growth targets 
(7.75 and 3 percent, respectively) were set. Overall credit growth 
is to be virtually nil in real terms; a positive real increase in 
general government credit is to be offset by a negative real growth 
rate for public and private enterprise credit. Companies are 
expected to finance investment from increased profits or by issuing 
securities rather than by borrowing. The government realizes that 
the adoption in March 1989 of significant demand restraint measures 
may cause the growth rate to drop somewhat. The government will 
continue its efforts to modernize industry and 





agriculture, developing and implementing projects to use the 
sizeable amount of EC structural adjustment assistance already 
received and expected in the future. 


PART B - RECENT ECONOMIC PERFORMANCE AND TRENDS 


Economic Growth: In 1988, the Portuguese economy grew by 4 percent, 
largely due to strong domestic consumption and investment demand. 
Private consumption increased by 6.5 percent, compared with the 
government’s original 3 percent forecast, due to previous high real 
wage gains, and later in the year, declining positive real interest 
rates on an after-tax basis for savings. Overall investment grew by 
15.5 percent due to interest rate cuts in January and May, various 
tax and financial incentives, EC assistance, buoyant demand, and 
renewed business confidence. Industrial production rose by over 6 
percent; production of intermediate goods recorded a particularly 
Significant increase. Despite the expansion in output, imports 
satisfied much domestic demand. 


In response to high consumption and import levels, the government in 
March 1989 tightened further or eliminated credit purchases of many 
consumer durables, increased bank reserve requirements, reduced bank 
credit ceilings, and raised some taxes. While the impact of these 
measures is not yet clear, they are likely to cause some reduction 
in economic activity. The government’s projections for 1989 are for 


3.5 to 4 percent growth, with investment slated to increase by 9 
percent and private consumption by 3.5 percent. The government will 
have to adhere to its stated objectives to pursue monetary 
restraint, limit the extent of wage increases, and maintain fiscal 
discipline to prevent further deterioration of both the economy’s 
internal and external indicators. 


Balance of Payments: The balance of payments worsened in 1988. 
Strong tourist earnings and private remittances, most of which come 
from EC countries, as well as increased EC grant assistance 
(estimated at $1.2 billion) were insufficient to offset soaring 
imports. As a result, the current account posted a $654 million 
deficit. While Portugal’s terms of trade continued to benefit from 
lower oil prices, albeit to a lesser extent than in 1986 and 1987, 
its real trade balances continued to deteriorate considerably, due 
to the decline in the escudo devaluation rate, EC-connected removal 
of nontariff barriers, and buoyant import demand. The major imports 
were consumer and capital goods. Exports increased by 6.8 percent 
and imports by 16.8 percent in volume. As a result, Portugal’s 


chronic trade deficit reached $5.1 billion, the highest level since 
1981. 


In the capital account, the private side recorded a sizeable net 
inflow, estimated at $2.9 billion, due to increased foreign direct 
and portfolio investment and repatriation of earlier flight 

capital. The authorities used part of these funds to reduce the 
foreign debt, partly through prepayment. In spite of the current 
account deficit and the net debt repayments, Portugal’s foreign 
reserves continued to increase, partly due to the revaluation of the 
gold component. 





Continued buoyant import demand, higher oil prices and international 
interest rates, and likely dollar appreciation are likely to cause a 
current account deficit of $1.5 billion in 1989. Export volumes are 
projected to grow by 6.5 percent while import volumes are projected 
to grow by 8.5 percent, due to domestic economic conditions. EC 
assistance levels are expected to increase. 


Foreign Debt: The stock of foreign debt fell by $1.2 billion to 
reach $17.203 billion at the end of 1988. The decline was due to 
net repayments of $396 million and the impact of the dollar’s 
appreciation on the non-dollar portion of the debt. Short-term 
debt’s share of the total rose from 12 percent in 1987 to 14.4 
percent in 1988. The debt-service ratio was 29.7 percent and total 
external debt was 40.9 percent of GDP. The foreign debt’s dollar 
portion continued to drop in 1988, reaching 40 percent by the end of 
the year. The Portuguese authorities expect debt repayments to be 
slightly above new loan inflows in 1989. 


Exchange Rate Policy: The Portuguese Government continued to use 
exchange rate policy as an anti-inflationary tool. The crawling peg 
devaluation of the escudo in relation to a basket of currencies was 
fixed at 0.4 percent monthly in 1988. The 1989 rate has been 
reduced to 0.25 percent monthly. Since the devaluation rate is 
below the inflation differential between Portugal and its major 
trading partners, the escudo has appreciated in real terms, which 
has affected Portuguese competitiveness. 


Beginning in October 1989, the escudo will be included in the basket 
of currencies that determine the value of the common EC currency, 
the ECU. While Portuguese officials state that Portugal will 
eventually adhere to the European Monetary System, this is not 
expected to occur for at least several years. 


The Budget: Public finances have continued to be an economic 
problem area although 1988 performance was better than expected, 
largely due to increased revenues. The actual central government 
deficit was 426 billion escudos, about 7 percent of GDP, compared 
with 471 billion escudos budgeted. 


Portuguese Government spokesmen described the 1989 budget, approved 
by Parliament in December, as nonexpansionary. The budgeted deficit 
of 504 billion escudos is equivalent to 7.8 percent of projected 
GDP. However, the borrowing requirement for the consolidated public 
sector will be much higher. The government decided to collect some 
of the taxes due in 1989 under the old income tax system in addition 
to the personal and corporate income taxes that took effect January 
1. Other alterations were made to selected indirect taxes to raise 
revenue. Interest and personnel expenditures comprise half of total 
expenditures. Investment expenditure will also increase as a result 
of the government’s obligation to provide counterpart funding for EC 
structural assistance. Despite the government’s intention to 
exercise budget discipline, actual performance will be constrained 
by the budget’s small discretionary portion. 





Monetary Performance and Domestic Credit: Monetary aggregates in 
1988 continued to increase substantially above inflation, partly due 
to sizeable foreign inflows. In contrast to the sharp declines 
registered in the three previous years, their growth rates generally 
leveled off or increased somewhat in 1988. The annual Ml (narrow 
money plus demand deposits) growth rate, which was 19 percent in 
January, fluctuated between 12 and 17 percent during the year, 
reaching 16.2 percent by December. This trend reflected buoyant 
consumption levels. The growth rate of M2 (Ml plus resident time 
deposits) was 15.1 percent in December, slightly above the 13.5 
percent growth rate registered a year earlier. The annual growth 
rate in liquid assets held by the resident nonfinancial sector (L-), 
was 15.3 percent in December, compared with 16.8 percent at the end 
of 1987. In 1989, the government is attempting to keep the L- 
increase within the 7.5 to 10.5 percent range. This target may be 
somewhat optimistic in light of continuing foreign inflows and 
strong consumption and inflation rates. 


The nominal annual growth rate in total domestic credit was 12.1 
percent in 1988 compared with 11.3 percent in 1987. Credit to the 
general government grew by 19.2 percent, compared with 24.7 percent 
in 1987. Credit to public enterprises declined by 3 percent, almost 
identical to the decline recorded in 1987. This trend reflected 
general government assumption of public enterprise debt, which 
reduced public enterprise borrowing requirements. Credit to private 
enterprises grew by 12.2 percent, compared with 7.9 percent in 1987 
due to interest rate reductions during the first half of the year 
and the stock market’s depressed state. Use of bimonthly ceilings 
to determine bank credit levels continued to be the main monetary 
policy instrument in 1988. Because of unforeseen external inflows, 
credit ceilings were tightened considerably during the year. 
Nonetheless, the rate of private sector credit growth increased 
because these ceilings were not continuously observed. Credit 
policy is projected to become more restrictive this year, with 
overall domestic credit growth targeted at 11 to 12 percent, about 
equal to the projected average inflation rate. To accommodate a 15 
percent growth in general government credit, private and public 
enterprise credit combined are forecast to increase by 9 to 10 
percent, a real decline. These targets are ambitious, given a 
projected 12 percent increase in private investment and continuing 
high public sector financing requirements. 


Interest rates were reduced twice in 1988. In February, the 
administered maximum rate on loans and the minimum rate for 
six-month to-12 month time deposits were each lowered by half a 
percentage point. In May, the loan rate was lowered by 1 percentage 
point to 17 percent while the savings rate was lowered by half a 
percentage point to 13 percent. In September, the government 
abolished the administered ceiling on loan rates except for housing 
loans, which had a maximum 17 percent rate. Since then, as a result 
of ever-tightening credit ceilings, the rate for 90-day loans has 


risen, reaching 18.3 percent at year-end and 19.5 percent by 
mid-May. 





As part of the March 1989 package of restraint measures, the Bank of 
Portugal raised bank reserve requirements, imposed a maximum 
interest rate on checking accounts, removed the interest rate 
ceiling for housing loans, raised the discount and bond reference 
rates, and imposed monthly ceilings on bank credit subject to 


continuous observation. These measures have caused overall interest 
rates to rise. 


Recognizing that credit ceilings are increasingly ineffective, 

particularly in the context of EC-mandated liberalization of capital 
movements, the Portuguese authorities have stated their intention to 
replace them with open-market operations and other indirect monetary 
policy tools. However, they are reluctant to make this substitution 


while the economy remains overheated. Consequently, its timing is 
not clear. 


Prices: In 1988, after initially continuing to decline, the 
consumer price index rose during the second half of the year. 
Inflation averaged 9.6 percent, slightly above the 1987 average. 
This performance was due to high consumption and investment levels 
and labor shortages in certain sectors. Inflation has continued to 
rise in 1989; the 12-month average reached 11.1 percent in April. 
The government hopes that the recent restraint measures will reverse 
this trend, but this remains to be seen. Prices of many controlled 
goods and services were raised by 6 percent in early 1989 to 
restrain consumption growth and the public sector deficit. This 
increase is intended to be the last for 12 months. 


Wages and Other Labor Developments: Wage increases ranged between 
10 and 12 percent in 1988, with public sector workers receiving 
relatively less than their private sector counterparts. Given the 
higher-than-anticipated inflation rate, public sector wages just 
barely kept pace while workers in the private sector generally 
received real wage gains, albeit less than in 1986 and 1987. 
Despite a general strike held in March, strike activity in 1988 
continued to remain at a relatively low level. 


The disappointing 1988 inflation performance jeopardized the 
viability of the July 1986 accord of government, business, and labor 
representatives that future wage increases would be tied to the 
expected, rather than the prevailing, inflation rate with an 
additional premium for productivity. Nonetheless, unions have shown 
moderation to date in negotiating wage increases for 1989. If 
inflation continues to rise, wage increases could be above the 12 to 
14 percent projected levels. The government increased minimum 
salaries for most workers by 10 percent to 30,000 escudos per month. 


Recognizing that both overstaffing and unemployment (which dropped 
to 6.7 percent during the last quarter of 1988) remain major 
problems, the government submitted legislation to overhaul 
currently restrictive individual and collective dismissal 
regulations. Although approved by Parliament, this law was declared 
unconstitutional by the courts. The government subsequently gained 
Parliamentary approval for less sweeping reforms. 





Privatization: The government’s privatization strategy began slowly 
but surely last year. In July, the first enterprises to be 
partially privatized, a brewery and a bank, were announced, and two 
insurance companies were added to the list last fall. The brewery 
was partially privatized in April. The partial privatization of the 
bank is expected to occur soon, followed by those of the two 
insurance companies. Statutory provisions are in place to assure 
that the state companies to be privatized will not be taken over by 
large, wealthy conglomerates. Ten percent of the equity to be 
privatized must be reserved for the affected firm’s workers, and 
another 10 percent for the general public while foreign interests 
are limited to a maximum 10 percent share. Until the constitutional 
revision process is completed sometime this year, after which time 
public enterprises can be completely privatized, the government 
plans to privatize 49 percent of the equity of selected state 

firms. Several large public banks and other state corporations have 
taken equity positions in several weaker banks. This move is 
expected to improve the latter banks’ financial position, possibly 
making them candidates for future privatization. 


Privatization of the media has also begun, with the sale of a daily 
newspaper in Lisbon. Privatization of other major newspapers may 
occur this year, as well as of radio stations. However, the two 


state-owned television channels are not expected to be privatized in 
the near future. 


1988 Trade Performance: In 1988, Portugal’s major markets were 
France, West Germany, and the United Kingdom while its major 
suppliers were West Germany, Spain, and France. Overall, EC 
countries accounted for about 72 percent of exports and 66 percent 
of imports in 1988, slightly above their 1987 shares. The continued 
growth in Portugal’s trade with the EC is due to several factors. 
Portuguese trade with Spain has increased dramatically because of 
sharp, mutual tariff and nontariff liberalization, though the 
chronic imbalance in Spain’s favor persisted. Portuguese exports to 
the other EC countries increased due to the escudo’s continued 
devaluation against their currencies while Portuguese imports from 
these countries rose due to strong demand for EC consumer goods and 
light machinery exports. Textiles, cork, paper and pulp, machinery, 
wine and food products, chemicals, and footwear are Portugal’s main 


exports while machinery, chemical products, foodstuffs and oil are 
the leading imports. 


Total Portuguese trade with the United States declined as a 
percentage of the total. Leading Portuguese exports to the United 
States were injection molds for the plastics industry, footwear, 
cork products, wine and food products and textiles and clothing. 
Total U.S. exports to Portugal were about $666 million, compared 
with $599 million in 1987. Leading U.S. nonagricultural exports 
were coal, computer parts, aircraft parts, electronic components, 
pharmaceuticals, communications equipment, computers and peripherals 
and specialty chemicals. Principal U.S. agricultural exports were 
soybeans, corn gluten feed, and corn. 
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PART C - IMPLICATIONS FOR THE UNITED STATES 


The United States Should Improve Market Share in 1989: Although 
last year’s rapid growth in overall Portuguese imports is expected 
to slow, U.S. exporters should do well in 1989. The United States 
is more competitive now than it has been in the past several years. 
In spite of government efforts to curb imports, 1989 should remain a 
strong year. 


Outlook for Nonagricultural U.S. Exports in 1989: U.S. exports of 
nonagricultural, nonmilitary products to Portugal continue to 
increase as a factor of both competitiveness and better marketing. 
The cheap U.S. dollar fueled renewed interest in U.S. products, 
which have a good reputation for quality. Though 1989 brought a 
stronger dollar, thus far currency fluctuations have not affected 
overall demand. This, combined with the fast-growing Portuguese 
economy, offers U.S. exporters unprecedented opportunities. At the 
same time, competition from Portugal’s EC partners is growing. What 
the market requires now is aggressive selling. Key among the 
marketing considerations is to demonstrate a commitment to the 
Portuguese buyer through business support networks for training, 
service delivery, information, etc. 


Relatively lower U.S. prices are helping us not only with such items 
as specialty chemicals and other intermediate goods, but also 
industrial machinery and sophisticated equipment. Demand for 
computers and peripherals, software, telecommunications equipment, 
security equipment, automobile parts, and medical equipment is 
strong. The increase in construction and mining projects should 
cause sales of U.S. construction and mining equipment to remain 
strong. U.S. trade missions in several of these industry sectors 
visited Portugal in 1988 and experienced strong interest in U.S. 
products. Coal is still the single most important non-agricultura. 
U.S. export to Portugal, almost all for use at the national 
electricity company’s (EDP) large coal-fired power plant at Sines. 
Construction of a 1200 megawatt unit is underway at Abrantes, and a 
third plant is expected to be completed in northern Portugal by 
2000. The United States now supplies the majority of coal consumed, 
but competition from other producers is growing. 


The telecommunications sector offers U.S. exporters some very 
interesting opportunities. The Portuguese Government’s air 
navigation authority, ANA, the state owned telephone company, 
CTT/TLP, and the Portuguese Armed Forces are modernizing or 
introducing a variety of communications systems including air 
traffic control and telephone switching and transmission equipment. 
In addition, private TV channels and cable television may be 
authorized with opportunities for both investors and exporters. 


The government is still considering plans to build a liquefied 
natural gas terminal at Setubal and a gas distribution network. 
These projects will be one the largest undertaken in Portugal. A 
linkage of the gas pipeline system with the Spanish network is also 
under consideration. 
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U.S. firms should remember that doing business effectively in 
Portugal requires personal contact. This means visiting Portugal to 
meet clients, establish a representative or follow up on sales 
leads. In addition, after-sale service is critical to export 
success in many product areas. We hear repeatedly that European 
suppliers will promptly send their technicians to Portugal to 
service their equipment. U.S. suppliers must demonstrate that they 
can provide the same prompt and complete local service. Finally, 
U.S. firms must be persistent as well as patient. Deals are not 
made in a day, and orders are not always large but the business is 
here. U.S. know-how and technology can be an important element in 
Portuguese modernization efforts. The role of U.S. companies in 
this process during the next two years will determine many of the 
U.S. sales opportunities in the Portuguese market after the adoption 
of the EC Single Internal Market in 1992. 


The Department of Commerce is planning trade missions to Portugal. 
Business persons interested in the latest information on commercial 
events in Portugal should call Ms. Ann Corro at the U.S. Department 
of Commerce, (202) 377-3945. 


Outlook for Agricultural Exports: In 1988, the value of U.S. 
agricultural exports to Portugal rose for the first time since 1984, 
reaching $295.7 million. Due to underreporting of 1987 corn 
exports, the actual increase was only 1 instead of the 7 percent 
reported by U.S. statistics. Nevertheless, the drop in U.S. farm 
exports to Portugal, which had been rather steep in each of the 
previous four years, has clearly been reversed. 


The strong performance of U.S. farm exports in 1988 is due in large 
part to an increase in sales of feed ingredients other than coarse 
grain which totalled $108.1 million, compared with $65.4 million a 
year earlier. Corn gluten feed alone accounted for $72.8 million 
and 529,069 metric tons, up from $42.9 million and 343,937 MT in 
1987. Portugal’s high grain prices, which are even higher than 
those in the rest of the EC, are largely responsible for the steep 
increase in Portuguese imports of nongrain feed ingredients. Other 
U.S. products with an increased export value in 1988 include tallow 
(a traditional U.S. export to Portugal), almonds (because of a poor 
Portuguese crop), seeds (with seed corn by far the most important 
among them), and poultry parts and gizzards. 


These increases more than offset drops in other traditional exports 
such as soybeans, corn (which, in spite of U.S. data, actually 
declined) wheat, cotton, and hides and skins. Soybeans retained 
their position as the single commodity with the highest value among 
our agricultural exports to Portugal, but both value and quantities 
were well below those of 1987, partly because of the U.S. crop 
situation, partly because of an overall decline in Portuguese 


crushings, and partly because of increased competition from South 
America. 
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For the next two years or so, no major changes are expected in the 
composition, value and trends of our agricultural exports to 
Portugal. However, assuming a return to more normal crop conditions 
in the United States, U.S. soybean exports should recover from the 
rather poor 1988 performance -- even though policy impediments are 
likely to continue interfering with the free flow of Portugal’s 
soybean imports. The United States will undoubtedly continue to 
supply most of the corn imports, but the volume is likely to drop 
due to increasing substitution by the lower-priced nongrain feed 


ingredients, most of which (except for manioc) come from the United 
States. 


Given a recent tacit understanding between Portugal and the EC 
Commission that Portugal will import no EC grain in 1989 and 1990, 
the United States stands a fairer chance to supply the grain import 
market (before EC preferences are introduced in 1991), provided U.S. 
exporters can compete with the often subsidized or otherwise low 
priced grain from other third countries. Cotton, hides and skins 
(including finished leather) are Portugal’s two main farm imports, 
and there is room for expanding the U.S. share of these markets if 
U.S, firms can be price competitive. 


The market for U.S. high-value products of the consumer/retail type 
continues to be relatively small and difficult to expand. There is 
room for some growth, if U.S. exporters respond to relatively small 
orders, often from firms new to importing but willing to fill a 
latent market demand. 


Foreign Investment: Portugal’s political stability, low wage rates, 
adaptable labor force, EC membership, geographic location, and 
particularly the liberalization in mid-1986 of the foreign 
investment regulations should encourage foreign investment. 
Investment proposals from EC countries, and in practice those from 
other countries, are generally approved on a pro-forma basis by the 
Portuguese Foreign Trade Institute (ICEP). In addition, several 
incentives applicable to both domestic and foreign investors have 
been established since 1986. One allows investors to receive tax 
write-offs for a portion of the investment cost and for reinvested 
profits. Other incentives exist to encourage efficient energy use 
and R&D investment. Finally, incentives to promote regional 
development and job creation were announced last year. 

New foreign investment totalled approximately $959 million in 1988, 
Slightly more than twice the 1987 amount. Part of this increase 
represented importation of capital by some foreign banks with local 
branches to raise their equity levels. In 1988, The United Kingdom 
was again the largest foreign investment source with nearly 27 
percent of the total followed by the United States and France. 

Spain dropped from second to fourth place in 1988. U.S. investment 
totalled $131 million, over double the 1987 level, accounting for 14 
percent of 1988 foreign investment inflows, while EC countries 
dropped to 64 percent from 73 percent in 1987. The banking sector, 
construction and public works, manufacturing industries, real estate 
and wholesale trade were the major recipients of foreign 


investment. The total 1988 stock of U.S. investment in Portugal was 
estimated at about $800 million. 





